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4) The State should study the need for, and feasibility of, a statewide
economic protection fund financed from mineral tax revenues.

Difficulty in administering a property tax on mining has led many states
to levy a tax on production, or a type of severance tax, in lieu of states and/or

local property taxes. Thus, if such a tax has as its sole purpose the replace-~

~ment of lost local property tax revenues, the tax should be set so as to generate

adequate amounts of revenue for that purpose. However, taxes on production are

also used to compensate for loss of an exhaustible natural resource. In the

- case of Minnesota's taconite production tax, a large portion of revenues are

returned to local governments in lieu of property taxes, and another portion is
placed in the taconite economic and environmental protection funds.

While a large part of the natural resource certainly "belongs" to people

- and-their:lJocal governments in the mining region, it can be argued that the

entire state shares an interest. If so, the state should share in some revenue

 based on production. Currently, the state receives one cent per ton from the

taconite production tax to defray administrative expenses. In'addition{ the portion
of taconite production tax revenues turned back to ]oca] governments in the form
of aids indirectly benefits the state through reduced property tax relief ob]1gatlons.
Under current legislation the State would receive six percent of copper-nickel
productIOn tax revenue. The state would also receive some royalty revenue fron
mining on state-owned land, and some royalty tax revenue from roya]txes paid to
private land owners. .

Minnesota's taconite occupation tax, however, is a substitute for the corporate
income tax on taconite operations. It is a tax on net value of ore after mining

and beneficiation. If the occupation tax is levied in lieu of the corporate income

e i — e —— e o —————
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tax, it should generate at least as much revenue as would have the income tax.
However, if the production tax does not adequately compensate the state for
its interest in the mineral resource, it can be argued fhatvthe occupation tax
~should be adjusted upward to do so.

Regardless of which revenue source is used to reimburse the st&te for 1its
intefest in the natural resource, the state now has no fund,_such as the taconite
economic and ehvironmenta] protection funds, for that purpose. Such a fund cou]d
be estab]1shed on a statew1de basis to deal with the economic and env1ronmenta]
1mpacts of m1n1ng industries generally. The ent1re-state would share some
indirect impact from the exhaustion of mineral production in northeast_Minhesota.
Simi1ari1y, northeast Minnesota shares an interest in poténtia] uranium mining
in other areas in Minnesota, as well as the health of other industires in sduthern VN
Minnesota The State s ab1]1ty to deal with- prob]ems of exhaustion of resources =
and economic d1s]ocat1on as well as plans for a ever- chang1ng economy, would be
enhanced by creation of a statewide economic protection fund financed by contri-
butions_from major extractive industries. Such a fund would not be available
fn time to,assist with the initial costs of copper-nickel development, but it could,
among other things, be borrowed from to cover_front~end costs to the state and
communitiés'for development of other new industries, including future copper-nickel |
deveibpmen£sﬂ A portion of the fund might also be dedicated for statg re;eérch '
into minerals technology énd economic condjtions affecting_Minneséta‘s mineralr

industries, ds.well as monitoring of mineral resources and reserves in Minnesota.

ke
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5) The formula for distributing copper-nickel production taxes should be

re~-evaluated to determine if it adequately meets the needs of mining
area communities.

The 1965 taconite law established the formula for allocating copper—nicke]j
and taconite production tax revenues:
50% school district
22% city and town
22% county
6% state
The law for distributing taconite production tax revenues has since been
changed. Among the significant changes were allotments for the Iron Range Resourcés
and Rehabilitation Board (IRRRB), the Northeast Minnesota Economic Protection Fund,
the Taconite Enviromnmental Protection Fund, and the Taconite Property Tax Relief
Fund. (taconite homestead. credit). = Only allocations to the Property Tax Relief
Fund, IRRRB, counties, and couhty road and bridge funds are indexed to-stee] mi1l
product prices. All other allocations are for a fixed amount per ton. The

Environmental and Economic Protection Funds receive one-third and two-thirds,

respectively, of the balance remaining after all other allocations are made. This

- means that only the four indexed funds and the environmental and economic

"7'protection funds share in the grthh in tax revenues resulting from indexation of

the base tax rate. -
| The taconité-production tax is levied fn lieu of the Tocal property tax in

Minnesota. Accordingly, a large portion of the revenues are feturned to local

taxing juriédiétions in the mining area. A series of complex apportionment schemes

provide direct aid to cities and towns, counties, and school districts. 1In addition,

the taconite municipal aid fund, provides an additional per capita distribution to

qualifying jurisdictions (M.S. 1978, 298.282).
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These distributions should be large enough to compensate for revenues lost
to local governments as a result of the exemption of mine/mi]] operations from the
local property tax. However, a uniform production tax does not reflect the vaniationé
that would exist among different local property tax yields due to differences in
levies and mill rates. Thus, a mining operation might have a production tax
burden much higher or lower than would be the case under a property tax, depend1ng
on the jurisdiction in which it is located. |

Mining area local governments also benefit indirectly from taconite homestead
credits financed from the production tax. Through the taconite homesteadvcredit,
the state pays a portion of homestead property owners' property tax bills. The:
taconite-homestead credit is in addition to the regular homestead credit extended
to homestead propertIes in the rest of the state In theory, the add1t10na1
' credxt is necessary because the ]oss of m1ne/m111 tax base to the ]ocal govermnent
results in other properties paying higher taxes. However, because the taconite
homestead credit is subtracted from the gross tax bill before'the‘state homestead
credit, the state’s financial ob]igation for the state homestead credit is reduced
in all cases, except when the honeowner receives the maximum homestead credit.

The'taconite homestead credit lowers homes tead residential'property taxes
re]at1ve to taxes on other classes of property, including business. Direct akjs B
to local governments, on the other hand--at least to the extent that they res(lt
in lower taxes as opposed to higher spending--benefit all c]asses of property.
Yet, the taconite homestead credit may have the advantaje of relating state aﬁj
to property taxpayer burden without directly affecting local budgets.

Given the types of issues discussed above, it may be desirable to re-evaluate

the levels and types of distributions for the copper-nickel production tax.
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6) Copper-nickel policy should reflect stages in copper-nickel development and
mining. The State should be prepared to adjust tax laws to reflect changing
conditions in the mining industry and in the State's revenue needs, while
providing adequate guarantees of a fair and reasonably stable tax environment.

An ideal tax policy should provide investors with enough certainty to

.make Tong-term decisions, but should also be capable of adjustment and fine-

tuning to meet the needs of both industry and govermnment at each stage of

devélopment. ngeraT]y, the more compiex a tax law, the more difficult it

is to adjust iH any fundamental way. Thus, there is merit in keeping a tax law

as simple as possible both to facilitate understanding and adjustment. .
Obviously the State cannot promise with any certainty the details of a

copper-nickel tax law for the duration of mining in Minnesota. Changes in many

'cgnditions, including the State's revenue needs and the technology of the industry

may necessitate adjustments. This has clearly been the case with taconite tax

laws, Origina]]} enacted in 1941. The origina] law was intended to encourage
exploration and;development, but as the growth of the industry became more certain,
adjustments in %he tax law resulted. Similarily, it should be expected that changing
condifions as tﬁe copper-nickel mining industry develops may require adjustments
which cannot now be fbreséen. At the samé time, it is impo}tant for the State to
clarify the prinieiples which caﬁ be expected to guide its copber—nickel tax Iaw_;7
While the current administration cannot commit future legislatures and governors,

a clear declaration of intent is desirable.

e ATy — Fan ey,




MINERAL PROFILES

Copper

Copper is used extensively for electrical applications such as in motors,
generators, power distribution,communication equipment and wiring. Copper

is also used in roofing, plumbing, heat exchangers, shell casings, instrumeunts,
jewelry, coinage and decorative items.

Copper production is a capital intensive industry, requiring about $7,000 pex
annual ton of new capacity for facilities from mining through refining. A
variety of methods, depending on the type of ore, are used to produce copper
concentrates which are in turn smelted and refined. Refined copper is
generally cast into wirebars, ingots and other shapes and sent to fabricating
mills for conversion to manufactured products. In addition to copper, copper— -
bearing ores often yield byproducts and coproducts such as gold, silver,
molybdenum, selenium, telurium, and rhenium.* ~

The United States is the leading consumer and producer of copper.. Between 1969
and 1978, 67 percent of U.S. domestic consumption was supplied by domestic
mines, 21 percent from scrap and 12 percent from imports. U.S. demand for
copper is expected to increase at an annual rate of about 3.6 percent between
1977 and 2000; worldwide demand is expected to increase slightly faster. Scrap
metal is projected to supply about 31 percent of domestic supply by 2000.

Although the properties of copper make it almost irreplaceable in some applications,
it faces competition from aluminum, plastics, steel and other materials. However,
since substitution typically requires expensive modification of designs and
processes, actual substitution usually lags behind incentives provided by price, g"“
availability and technological developments. N
Because of the'low copper content of most ores today, concentrating plants are
nearly always close to the mine. In additiom, since concentrates average only
25 percent copper, most smelters are also located fairly close to mine and
concentrating plants. ’

Nickel

Nickel's_greatest value is in alloys with other metals. Nickel adds strength
and corrosion resistance to alloys over a wide range of temperatures. Nickel
alloys are particularly important to the steel and aerospace industries.

Technology for concentrating sulfide ores, such as in Duluth gabbro, is well
‘established. No effective means is yet available to concentrate laterite ores.
Lower grade sulfide concentrates are smelted to form a nickel oxide which is
eventually cast into anodes ‘and refined.

U. S. reserves are small. The Hanna Mining Company-operates the only U.S.
nickel mine at Riddle, Oregon.

Domestic production accounts for 10 percent of U.S. demand. Imports provide
60 to 70 percent, while scrap accounts for 20 to 30 percent of demand. Most
U.S. imports are from Canada, some of it by way of extraction plants in Norway
and Great Britain. ' :

N

*Expected byprdducts and coproducts in Minnesota include p1atinum,‘palla?ium,
gold, silver, and cobalt. Sulfuric acid would be obtained during smelting.
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MINERAL TAXATION

Background Discussion

Taxes are generally used for four purposes:

1) revenue raising--to provide the basic income without which
governments cannot exist and without which they cannot pro-
vide services to business and individuals;

2) direction of the economy-~-although this can be a purpose of
some state taxes, it is more often a purpose of federal taxes;

3) redistribution of wealth--between persons, or from private
~ to public hands; and,

4) feQu]atidn-—nonfiscal purposes such as inf]ueﬁce of behavior.

jThléré is no disagreement that mining operations, just as other businesses
énd indiyiduals, rightfully should share in the financial support of state and
local go?ernment. Three basic questions with all taxing decisions afe:

1) what kind of tax2 S s
2) What r%tes?
3) How tofdistribute revenue?

' Because'ofjthe particular nature of the mining industry, these are often
.difficult.quest%ons. Several characteristics of mining industries should be
considered in‘deterﬁining types and rates of taxes:

1) ‘thé principle asset of a mine is consumed in the course of pfoduction;_ .
2) a ]argé capital investment is required before any production occurs;

3) most capital cannot be physically transferred to another location
’ when a mine is exhausted;

4) the total value of a mineral deposit is not accurately known until
it is dep]eted; and, .

5) after capital is committed, adjustment of output is more difficult
than in many industries because of the large fixed costs which tend
to encourage maximum production.
Taxes are usually not the most important influence on mining location decisions

or on profitability. This is because locations of deposits are limited by nature,
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Domestic demand is expected to grow about 3.6 percent annually between 1977
and 2000. Worldwide, the demand is expected to grow
since nickel is consumed principally in capital good
demand is sensitive to the business cycle. Domestic
satisfy a small portion of demand unless Minnesota's
resources in Califormia and Oregon are developed.

somewhat faster. However,
and consumer durables,
production will only
resources and laterite

The Riddle, Oregon mine could be exhausted by about 1990. Worldwide, howevér,‘
resources appear adequate to meet demand.

Sources:

H. J.-Schroeder;'cogéersjU.S. Department of the Interior, Bureau of Mines,
~ Mineral Commodity Profiles, September, 1979.

Norman A. Matthews;'Nickel, U.S. Department of the Interior, Bureau of
Mines, Mineral Commodity Profiles, May, 1979. -
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and because taxes typically are only a small part of an operation's total oper-
ating cost. Using existing copper—niéke] tax rates, the Regional Copper-Nickel
Study estimated that for the types of copper-nickel mining likely in Minnesota,
total state (5.3%) and federal (7.4%) taxes would amount to 12.7% of total revenues
from the mining operations. Differences in tax rates among states actually have
less impact of location decisions that might be expected since state taxes are‘
deductib]e on federal income taxes. The Regional Copper-Nickel Study estimated
that, based on current copper-nickel tax rates, a 10% change in the world price

of copper wou]d have an 1npact on profitability more than 200 t1mes greater than

would a 10% change in the production or occupation tax rate. Other factors which

~are much more important to profitability than taxes include changes in the grade

of ore, the‘minera] recovéry rate, changes in initial capital cost, and delays
in construction. Nonetheless, the study warned the state policies could significantly
affect economxc v1ab111ty of a]ready marg1na1 operatwons.

-Taxes are genera]]y levied aga1nst four types of baseS'.

1) weal th--fixed ownership or control of wea]th whether or not a
transactlon occurs,

2) 1ncome,
3) expendltures and
-~ 4) act1v1ty or pr1v11ege.
The type; of taxes most often imposed against mining operations include:

1) income tax--a tax, such as Minnesota's occupation tax, on the net
value of production has characteristics of an income tax;

2) taxes on property--fair and accurate appraisals of property value
are often difficult;

3) transaction tax--usually an ad valorem tax, i.e., the retail sales
tax; and,

4) excise tax--taxes imposed on the sale or production of selected commodi ties;
severance taxes on the priviledge of m1n1ng, such as Minnesota's occupa tion
tax, are also often considered as excise taxes.
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Several characteristics of mining industries in part determine the economic

impact of particular taxes on the industry:

Exhaustibility--While the capital assets of all firms decline in value,
ore deposits are not replaceable and difficult to value.

Uncertainty in measure and value of deposits--There is an unusually wide
margin of error in predicting the extent and value of deposits.

Accumulation of metal stocks--Accumulation of scrap or secondary supply
of metal can depress demand for raw metal. A related problem is that
competition from other metals or new alloys may suppress demand.

Structure of mining costs--Investments in mine development and equipment
can only be recovered through continued extraction of ore; equipment

and structures are usually site specific and cannot be transferred to
other mines. : '

Mining operations are clearly liable for a share in the cost of governmént,
as are-other businesses and individuals. However, many economists argue that 1in
many miniﬁg operations there is an element of "surplus value" -- that is, value
inherent in the miﬁeréls over and above that created by human investment and efforf.
Many believe th?t this “surplué'vaTﬁe" f$, %ﬁ1éffec£; épgiff of“ﬁétufe'that-be1ongsé h
to all, and sho?]d be»taxed'according1y. The difficulty in using this principle to
- determine tax rates is, of course, distinguishing'with any‘precisfon'between those
values which ar% inherent in the minerals and those which are created by man.
Given this diff#culty, it is generally believed that a tax on net value, or ne t
produét, is more likely to reflect the true surp]ué value than is a tax on gross
_va]Ue-of production, ahd thus not seriously influence rates of production or 1evels
of recovery. ' '

The advantéges.and disadvantages of fhe major types of taxes used for‘mif:ing

are discussed on the following pages.

é’ By
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Property Tax

Appraisal of property value is particularly difficult for minerals. Min-
erals, and therefore value, are largely hidden and unknown. There are differences
in value among and within deposits. There is no organized market to provide
comparative sale values. In the case of copper and nickel, there is no market
to give a price for copper-nickel ore. Due to the integrated nature of the
industry, the mineral is not marketed, and therefore priced, until after it is
refined. This makes valuation of mine property difficult, especially if smelters
are located outside the state.

Apart from valuation through negotiation, there are basically two commonly
used techniques for valuation:

1) . ‘Annual income or proceeds as a substitute for total value--Applying

. a property tax rate to a measure of income or proceeds may not be
- consistent with taxing the full and true market value because the
- value of a mineral deposit changes over time. Because the deposit
s exhaust1b]e, a portion of the income does not really represent .
wealth in place at a certain time, but rather is a return on capital.

This procedure would only by accident yield a tax burden similar
to that which would result if the value of the mine could be appraised.

) Hosko]d Formu]a——Th1s is a mathematical formula which derives an estimate
- of a mine's present value. The formula takes into account the expected
_annual income, the 1ife of the mine, and what is considered an accept-
- able return on investment. Administration of such-a formula requires
sophisticated data from the mining compan1es provided in good faith
and can yield fluctuating revenues as mining and economic conditions
" change. However, the latter problem can be largely avoided by averag1ng
.figures over a multi-year period. -

.A property tax, depending on its magnitude, can encourage early and‘rapid
- extraction of ore. The tax is co]]ected each year on ore that may not be m1ned
for many years in the future, even though ‘the operator only rece1ves income -
when the ore is ﬁr_laﬂ_y mmed.- Thus, there can be an incentive for the mduStfy

to extract ore as rapidly as possible in order to meet current cash demands and

to lower future property tax Tiability.
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"It can be argued fhat a property tax is more equitable to a marginal or
high-cost producer than is a severance tax on gross production, such as Minnesota's
production tax. This is because a high-cost operation, a]% else equal, will have
a lower discountgd net operating profit over the 1ife of the mine, fesu]ting in
lower va]uatibns for«property tax purposes (Paschall, p. 229). The production
tax treats a high-cost and Tow- cost operation the same, resultlng in a re]at1ve1y
higher burden on the h1gh-cost marginal operation.

Income Tax ‘

An;income tax, or some siﬁifaf‘tax on:thé.va]ue of.het-proceéds,.is'usua]ly
]east.dbjectioﬁab1e'fo the mining industry because it relates tax burden to
: profitabi]ity; Because it is not a fixed cost, it does not encourage "high-
grading". as does a severance tax on gross tonnage, Such_és Minnesota's production
tax. It may actually éncourage exploration and development if associated expenses
are deduct1b1e from gross 1ncome However, an 1ncome tax can concewvab]y encourage

'1neff1c1ent operat1ons through deduct1ons for operat1ng costs.

i,

An income tax is fundamenta]]y different than a property tax or gross

" (Q‘product1on type severance tax (Paschall, p. 231) An income tax is 1ev1ed against

B ] ]
- the operator of a mlne, while the other taxes apply to the mine itself and production

N  from the mine. The deduct10ns WhICh are actua]ly intended to compensate operators

for the costs of m1n1ng, reveal the difference. It is the operator, not the
property who incurs administrative expenses; deductions for interest on debt
similarly reflect individual owners' financing decisfons. Paséha]] argues that
income taxes actua]ly'do not achieve equity between mines because entrepreneurial
decisions @oncerning.items such as debt financing can result in different tax bases

for similar mines (Paschall, pp. 232-233).
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A tax, such as Minnesota's occupation tax, on the net value of ore produced
is Tike an income tax in that it allows substantially sfmi]ar deductions for
operating costs, as well as credits for research and exploration. The corporate
1ncome tax applies to the portion of the mining company's total income assign-’
eble to Minnesota, while the occupat1on tax applies to the net value of ore
after mining and-beqef1cat1on. In both cases, however, tax liability is related
to income or profitability. |

Severance Taxes

A severance tax can be applied to the productioh of raw or processed
(mi]]ed smel ted, refihed) ore. A "pure" severance tax is based on the physical '
volume of production, as opposed to the value of product1on. However, taxes
on the gross value or net value (occupation tax) are also sometimes considered
sevefance taxes.

' A.sevefancg tax is not imposed upon theiﬁinera] itself, as is a p?operty
tax, but ratheﬁ upon the amount or vélue of mineral produced. However, a
severance tax i% sometimes used in lieu of a property tax because it is easier
to adm1n1ster. S1nce a severance tax is usually a state tax, however, it must
be redlstr1buted to Tocal governments in some way if it is to replace revenues
Tost by local 1nab1l1ty to levy a property tax. A severance tax, along with
a formula for revenue-sharing can, in fact, be used to reduce tax base and tax-
effort dispariiies resul ting from unequal distribution of mines and processingA

faci]jties among local taxing jurisdictions.




~7-

Since most severance taxes have been considered by}the courts as excise
taxes in return for the privilege to mine, and not as pfoperty taxes, severance
taxes are generally exempt from constitutional requirements of uniformity that
apply to property taxes and may be levied in addition to a property tax without
being considered double taxation. A severance tax can be based on the value
of production (net or gross) instead of the physical volume of production, but
value is qua]ly measured.at the time and place of production. | |

While the tax is usually levied as a fixed percentage of value or.és a
flat rate per ﬁnit or production,* it may be graduated according to value or
quantity of prodﬁction *k | }

A severance tax based on va]ue, rather than volume, of production.éutomatically
changes with changes in prices,*** and better ref]ects differenees in qua]iﬁy of
ore produced. It, therefore, may be less likely to encourage "high-grading" since
.the tax decreases as the value of ore or the rate of production decreases. ' 5'M
However, a tax such -as M1nnesota S product10n tax on the physical volume of
product1on is ea51er to administer. The difficulty with a tax on value is'with
valuat1on The Tack of direct market for raw or semi-processed ore makes it
necessany”to wqu backwards from a finished product-pr1ce to derive an estimate
of the value of ore; Consequently, it is important to consider at what point in

- the mining—milling—refining process the tax should, or can, be applied.

*For state severance taxes on metals and minerals, a per-value base is three
times more commonly used than a per-unit base (Starch, p. 42). A per-value
base has the advantage of increased revenue yield as commodity pr1ces increase,
whereas a per-unit tax must be periodically rev1sed to reflect price increases,
unless it is indexed to~ pr1ce trends.

**The Minnesota production tax rate is increased 1.6% for each 1% that iron con-
tent exceeds 62%. However, this feature is intended more to capture revenue
from premium ores than to obviate incentives for high-grading; most ores in
Minnesota have iron content below 62%.

***The flat rate per ton of Minnesota's production tax is indexed to the steel % 5
mills price index. .
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A severance tax, such as Minnesota's occupation tax, based on some measure
of net value rather than gross value, is more like an income tax than like a
severance tax on tonnage. Unlike an income tax, which taxes income to a corpora-
tion, it taxes net value derived at a specified stage of mining/processing--in -
Minnesota's case, after mining and beneficiation.
Because of difficulties in valuation, such a tax is not necessarily a
lot easier to administer than a property tax or corporate income tax. However,
in Minnesota the occupation tax is more likely to result in a significant tax
liability than is the income tax with its three-factor formula for assigning income.
Among the arguments for a severance tax, such as Minnesota's production tax,
are the following (Starch, pp. 21-25):
1) To protect the natural heritage-Minerals are considered a gift to
nature to be shared by all. Because resources are exhaustible,
future generations may have an interest in their use. According
to this view, delayed development or high-grading may not be a
negative thing (the lower-grade ore will be mined when scarcity
makes ‘it profitable). This argument suggests that a portion of

 the proceeds should be placed in a trust fund for use by future
generations.

'2) Tax aﬁsentee ownership-A severance tax gives the State a ‘chance to

-~ share ,in profits which might otherwise leave the State.
N 3) Exéorfing of tax burden-Depending on conditions, a significant portion
- of a severance tax burden may be sh1fted to consumers outside the
jState.

4) A]ternative to property tax-Because of assessment difficu]ties, a
property tax may result in a unfairly lTow tax on mining companies.
Severance taxes, particularly those of volume on production, are
easier ‘to adm1nwster and generally are believed to produce more
revenue. :

5) Conservation-A severance tax restrains excessive production; it ;
does not encourage rapid production in order to "mine out from :
under the tax" as does the property tax, although it may raise
the cut-off grade ("high-grading"). It can be used as a tool to
control growth.

e

6) Administrative ease-It is relatively easy to administer, especially
if a flat rate per unit of production; it is d1ff1cu]t to evade.

—————r ia

7) Payment for cost of regu]at1on -A severance tax is one way of
internalizing the economic, environmental and social costs resulting
from an extract1ve industry.

Te T L e T A e e -
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Equalization of local revenues-As an alternative to the local property
tax, a severance tax makes possible redistribution of revenues to
compensate for local tax base disparities. O0f course, a state (as
opposed to local) property tax would pern1t the same.

Severance taxes have been widely accepted both politically and legally.

However, arguments made against a severance tax have included the following:

1)

2)

3)

3)

5)

Discourages development and production--By raising production costs,

it discourages production; this is particularly true for a flat rate
per-unit tax on high-cost or marginal operations. However, tax

policy should probably not protect inefficient or marginal industries.

Unsui table alternative to property tax--It produces ]ess'stab1e

revenue than does the property tax and d1m1n1shes local fiscal

- autonomy.

Wasteful of mineral reserves--A severance tax on tonnage mined

. promotes a higher cut-off grade.

Discrimination--Because it singles out the m1n1ng 1ndustry for

special taxation, a severance tax is discriminating.

False premise of natural heritage theory--It ]S argued that there

15 no legal foundation for the natural heritage theory in our free

- enterprise system. By levying a severance tax, it is argued, States

are asserting a royalty interest in property to which they have no
valid claim. The minerals have no real value until they are mined
and processed. o :

- Arguments concerning the effect of taxes on conservation may appear con--

tradictory. This is especially the case for the "pure” type of severance tax

on tonnage. On the one. hand, it is argued that a severance'tax, by affecting

operat1ng costs, promotes waste through "h1gh grading”.. The waste is in the

from of d1scarded meta] bear]ng ore that does not meet the higher cut—off grade T

resu1trng from the imposition of the severance tax. On the other hand, a

severance tax may promote conservation in the sense that it discourages rapid

development and premature exhaustion of resources, thus protecting the economic

interests of future residents. Shifting production and consumption of exhausti-—

“ble resources to future generations is one form of conservation.

A

A,

g
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Although the constitutionality of severance taxes has been widely upheld,
it is’important to understand the legal grounds on which they have been challenged:

1) Violation of interstate commerce clause by restricting movement
of goods between states--In 1923, the U. S. Supreme Court ruled
that the tax is at the point of severance, before minerals enter
interstate commerce. Mining is considered a local business, sub-
ject to local regulations and taxation.

2) Violation of due process by imposing double taxation when levied
in addition to a property tax--Severance taxes have been treated
as an excise tax on the privilege of extracting ore and, there-
fore, are not considered as a second tax on property.

3) Violation of equal protection clause by unfairly discriminating
against the mining industry--The 14th Amendment has not been
interpreted to require that mining be taxed in the same ways
as other businesses. )

et eeom e
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